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Government Gouvernement 
of Canada du Canada 


Mr. Jim Edwards, MP 

Chairman of the Standing Committee 
on Communications and Culture 

House of Commons 

Room 183-CONF 

Ottawa, Ontario 

K1A OA6 


Dear Mr. Edwards: 
Re: “Taxation of Artists and the Arts" 


Pursuant to Standing Order 99(2), we are writing to you 
in your capacity as Chairman of the Standing Committee on 
Communications and Culture to provide you with the Government's 
comprehensive response to the Committee's report, “Taxation of 
Artists and the Arts". 


The Task Force on Funding of the Arts, jointly sponsored 
by the Minister of Communications and the Minister of Finance, 
issued its Report in June 1986. The Report of the Task Force on 
the Status of the Artist was released in August 1986. Together 
these two reports made nearly thirty wide-ranging recommendations 
dealing with taxation of artists and the arts. 


At a series of meetings fn December 1986, your Committee 
reviewed a number of taxation-related measures suggested by the 
two Task Forces which the Committee believed could be acted upon 
immediately by the Government to deal with the particular 
circumstances of artists. In making recommendations arising from 
that review, the Standing Committee recognized the importance of 
artists and the arts to the quality of our national life. 


We would like to underline the Government's continuing 
commitment to consult with the arts community on taxation matters. 
The Department of Finance, for example, will work with the 
Canadian Conference of the Arts to develop regulations to 
implement the measure announced in the 1987 Budget to provide a 
tax exemption for widely recognized prizes for meritorious 
endeavour. 


METEO 


Digitized by the Internet Archive 
in 2023 with funding from 
University of Toronto 


https://archive.org/details/31761119714749 


In response to recommendations by the Task Force on the 
Status of the Artist, we established with our colleague, the 
Minister of National Revenue, a Joint Steering Group of officials 
to review taxation issues of concern to the arts community. In 
the course of this review, members of the Joint Steering Group 
have consulted frequently with the arts community to obtain their 
views. 


We wish to thank the members of the Standing Committee for 
their work and for their contribution to the Government's on-going 
efforts to improve the economic circumstances of artists and the 
arts in Canada. We also wish to thank the staff of the Committee 
and the members of The Taxation Sub-Committee of the Canadian 
Conference of the Arts who appeared before the Standing Committee 
on Communications and Culture. 


Yours sincerely, 


Michael Wilson Flora MacDonald 
Minister of Finance Minister of Communications 
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TAXATION OF ARTISTS AND THE ARTS 


GENERAL CONSIDERATIONS 


The Government is committed to improving the economic 
circumstances of Canadian artists and providing appropriate 
recognition of their contribution to our national life. The 
treatment of artists and their status under the tax system are 
important considerations in this regard. 


The Government considers that taxation measures should be 
seen as a key element of its economic and social strategy 
affecting artists, and not in isolation. This strategy is aimed 
at ensuring that individual artists are recognized and have the 
Opportunity to share in our economic well-being and to 
contribute to our cultural expression. 


Both the Bovey Task Force on Funding of the Arts and the 
Siren-Gélinas Task Force on the Status of the Artist developed 
their tax recommendations as part of larger overall strategies 
to assist artists and the arts. Their reports underline the 
need for a partnership and committed action on the part of 
governments, the private sector and the arts to achieve real 
progress. This Government is considering initiatives on a 
number of fronts in response to both these Reports, and is 
implementing, with the cooperation of interested parties, 
various measures dedicated to improving the status and economic 
circumstances of artists. 

* As recommended by the Siren-Gélinas report, 
the Minister of Communications established 
the Canadian Advisory Committee on the Status 
of the Artist to give the arts community a 
key role in Federal government policy and 
program development. 


Ministers responsible for Culture established 
a joint federal/provincial committee of 
officials to identify priorities for govern- 
ment action, areas of joint interest and 
areas for co-ordination of policies and 
programs respecting recommendations made by 
the Bovey and Siren-Gélinas Task Forces. 


At their next meeting, scheduled for this 
fall, Ministers will have an opportunity to 
review the progress achieved by provinces as 
well as the federal government in addressing 
these recommendations, and to consider 
proposals for future action. 


This Government has put in place a measure 

to provide fair compensation to Canadian 
authors for library lending of their works. 
The Public Lending Right Commission is funded 
to the level of $3 million per year and 
administered by artists. 


ass 


The Canadian Jobs Strategy has increased 
funding more than three-fold for arts-related 
work experience to a record $52 million in 
1985-1986. 


The 1986 Budget provided an increase of 

$75 million for cultural expenditures, 
including an increase of $10 million to the 
Canada Council. Funding of the Canadian Book 
Publishing Industry Development Program was 
increased to $13 million a year. In 
addition, the Sound Recording Development 
Program was created with funding of 

$5 million a year. 


In terms of development opportunities, the 
Department of External Affairs will spend 
$21.2 million over five years to promote 
Canadian artists abroad. The Department of 
Communications is also preparing strategies 
for the 1990s on national touring and 
audience/donor development in the arts. 
These strategies are being developed in full 
consultation with the arts community and the 
Canada Council as appropriate. 


This Government will place legislative 
proposals before Parliament shortly to revise 
the Copyright Act. This action recognizes 
the importance the Siren-Gélinas report 
placed on copyright revision as a key element 
in improving artists’ circumstances and 
Status. 


These general considerations apart, taxation measures 
remain an important element of the Government's strategy for 
arts and culture and the Government has carefully reviewed the 
eight recommendations made by the Standing Committee. In so 
doing, however, the Government had to consider the implications 
of the tax reform exercise in which it is presently engaged. In 
essence, the thrust of tax reform is to reduce or eliminate 
various targeted tax preferences in order to permit a 
Significant reduction in both personal and corporate income tax 
rates. The reforms which will be announced on June 18 will 
benefit all Canadians, including members of the arts community. 
As is evident from the detailed response which follows, some of 
the changes sought in the Committee's recommendations are linked 
to tax reform and will have to be addressed in that context. 


The Government agrees with the Standing Committee in 
endorsing the need to recognize within the tax system the unique 
circumstances surrounding the artistic profession. Since 1984, 
the Government has taken a number of steps aimed at recognizing 
these unique circumstances. The May 1985 Budget recognized the 
cash flow problems experienced by artists and provided an amend- 
ment to the Income Tax Act with regard to inventory valuation 
rules. This measure has been well received by the arts 
community. A further amendment resulting from the May 1985 
Budget made it easier for artists to donate works from their 
inventories. 
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In response to the recommendations made by the Standing 
Committee, the Government is taking further action to reflect 
the unique circumstances of artists in the tax system. The 
Government recognizes the problems faced by musicians with 
employee status with regard to the deductibility of expenses 
related to the purchase and upkeep of their instruments. This 
issue is under active examination for the 1988 taxation year. 


The Government recognizes the need to broaden the bases of 
support for arts service organizations and intends to consult 
intensively with these groups to review the options available to 
enhance that support. 


The tax treatment under the federal sales tax system of 
certain forms of original art is an issue of long standing 
concern to the visual arts community. The Government agrees 
that original prints should be accorded the same tax treatment 
as other forms of original art and will work with the visual 
arts community to develop a definition of “original print". 


The Government recognizes the concerns which led the 
Standing Committee to recommend that the term "professional 
artist" be defined in the Income Tax Act. These concerns were 
highlighted at a conference organized by Revenue Canada and the 
Canadian Conference of the Arts in 1984. Following that 
Conference, Revenue Canada worked with representatives of the 
arts community to develop an Interpretation Bulletin, IT-504, 
that addresses those concerns and allows taxation officials to 
determine on a fair and equitable basis whether an artist has a 
"reasonable expectation of profit". The Bulletin has been well 
received and has eliminated a major problem faced by artists in 
their dealings with the tax system. The Government fully 
supports the provisions of this Bulletin as a clear and correct 
interpretation of the law as it applies to artists. 


The Government acknowledges the importance that some 
members of the arts community attach to defining “professional 
artist" in the Income Tax Act. After careful analysis of this 
recommendation the Government has concluded that the flexibility 
and sensitivity to individual concerns that the present 
practices allow are preferable to the rigidity inherent in 
attempting to define "professional artist" in the Income Tax 
Act. 


The detailed Government response to each of the recommenda- 
tions made by the Standing Committee is set out below. 


GIVING JURIDICAL STATUS TO ARTISTS AND 
THEIR WORK IN THE INCOME TAX ACT 


Standing Committee Recommendations 


1. That the Income Tax Act be amended to define the term 
"professional artist” in line with the criteria set out in 
Revenue Canada's Interpretation Bulletin IT-504 and to 
define such other related terms as might be required. 


2. That section 111 of the Income Tax Act be amended so that 
losses incurred by professional artists be deductible from 
other sources of income using the statutory equivalent of 
the special definition of "reasonable expectation of 
profit" now being applied administratively by Revenue 
Canada. 


Government Response 


The government is committed to ensuring that the place of 
artists in Canadian society is recognized as well as the 
particular circumstances under which they work. The government 
is taking steps to improve the status of artists and address 
particular problems relating to their economic situation. It is 
seeking to ensure that artists can carry out their work in a 
positive climate where the value of their contribution is 
recognized. 


The Government recognized in 1984 that certain aspects of tax 
administration posed problems for individual artists. Revenue 
. Canada took timely steps to consult extensively with the 
cultural community to develop innovative solutions to these 
problems. This initiative resulted in the publication of 
Interpretation Bulletin IT-504 which reflects progress achieved 
during this consultative process and has been well received by 
the cultural community. Revenue Canada maintains close contact 
with the arts community through regular meetings with the 
Taxation Sub-Committee of the Canadian Conference of the Arts 
(CCA) to ensure that the Bulletin remains an effective solution 
to the problems it was developed to address. 


The criteria set out in Revenue Canada's Interpretation Bulletin 
IT-504 were specifically developed for use in determining the 
profit expectations of artists and in administering ‘the tax laws 
applicable to them. The criteria are general in nature and 
allow tax officials to make reasonable and equitable determina- 
tions on a case-by-case basis. The Bulletin provides a clear 
and appropriate interpretation of the existing law as it applies 
to the particular case of artists. This administrative policy 
is a correct interpretation of the law and is a policy that this 
Government set in place and fully supports. 


Interpretation bulletins are relied upon extensively by tax 
officials in the daily administration of tax laws and 
increasingly by the courts as well. In a 1983 decision, the 
Supreme Court of Canada stated that administrative policy and 
interpretation can be an important factor in case of doubt about 
the meaning of legislation. 


The general criteria in the Interpretation Bulletin would have 
to be made more specific for purposes of a statutory provision. 
Such explicit wording could have the effect of excluding some of 
the very persons whose special circumstances are taken into 
consideration in the Interpretation Bulletin and who are 
entitled to the benefits of that Bulletin. 


Thus, the Government believes that the flexibility and 
sensitivity to individual concerns that the present practices 
allow are preferable to the rigidity inherent in attempting to 
define “professional artist" in the statute. 


PERFORMING ARTISTS AS EMPLOYEES 


Standing Committee Recommendation 


3. That the Income Tax Act be amended to allow employed 
professional artists to deduct costs associated with 
artistic employment from their employment income. 


Government Respon se 


The government recognizes that, in order to perform their 
employment duties, some employees, in particular musicians, must 
incur expenses which are peculiar to the nature of their 
employment but which are not reimbursed by the employer, not 
fully met by the employment expense deduction nor otherwise 
deductible. 


While the employment expense deduction is a simple and 
comprehensive means of recognizing employment expenses, the 
costs incurred, as in the case of musicians, may not be met by 
its limitations. 


The government agrees, therefore, that the tax treatment of 
certain expenses merits consideration. This issue is under 
active examination for the 1988 taxation year. 


PROBLEMS RELATING TO FLUCTUATING INCOMES OF ARTISTS 


Standing Committee Recommendation 


4. That the Income Tax Act be amended to extend to 
professional artists the right to use block averaging and 
the modified accrual basis of accounting as is currently 
given to farmers and fishermen. 


Government's Response 
(i) Block Income Averaging 


The government recognizes that the problem of fluctuating 
incomes concerns a broad class of taxpayers not limited to 
artists. 


The government will examine the issue of income averaging in the 
context of tax reform. It should be recognized, however, that 
to the extent that tax reform results in a reduced number of tax 
rates applicable to all Canadians, the need for income averaging 
may diminish. 


(ii) Modified Accrual Accounting 


The May 1985 budget recognized that the requirement to use the 
accrual method of accounting posed particular problems for 
artists in valuing their inventories and in establishing and 
attributing expenses to particular endeavours. 


As a result of the May 1985 budget the Income Tax Act was 
amended to allow individual visual artists to elect to value 
their year-end inventory at.nil and, in effect, to deduct 
expenses in the year in which they are incurred. This measure 
modifies the accrual basis of accounting and gives artists the 
benefit of cash accounting with respect to a significant portion 
of their economic activity. 


This initiative was a major step forward that has been well 
received by the arts community and is viewed as properly 
accommodating the cash flow problems of visual artists. 


oe D 


CHARITABLE AND QUASI-CHARITABLE ISSUES 


Standing Committee Recommendation 


5, That organizations designed to promote the arts and the 
welfare of artists be accorded special status under the 
Income Tax Act which would allow them to issue receipts 
giving tax deduction for gifts, in the same way as 
registered Canadian amateur athletic associations do now. 


Government Response 


The government is committed to supporting the efforts of arts 
organizations to broaden their bases of support through new 
sources of funds. Arts organizations which perform or display 
the arts are currently entitled to registered charity tax status 
if they are established for educational purposes or for purposes 
beneficial to the general public. The government is prepared to 
continue to help various arts groups in defining their 
objectives so as to qualify under the existing criteria for 
charitable status. 


The government is aware that organizations established to 
promote the arts and the welfare of artists usually do not 
qualify under existing criteria for registered charity tax 
status. The government acknowledges that the ability to issue 
tax deductible receipts for donations could be of considerable 
benefit to these groups in their efforts to broaden their bases 
of financial support. 


The government will review the various options for providing 
additional support to arts service organizations to enable them 
to broaden their bases of funding through such measures as tax 
incentives or direct grant programs. 


The government will undertake intensive consultation with the 
arts community to arrive at a solution, recognizing that the 
arts organizations themselves are in a position to provide 
advice on the effectiveness of the various options. 


OTHER TAX ISSUES 


Standing Committee Recommendation 


6. That project grants and travel allowances received by 
employed professional artists be treated for income tax 
purposes as income from business to allow them to offset 
costs associated with meeting the terms of getting the 
grants or allowances. 


Government Response 


Where an artist is considered to have a reasonable expectation 
of profit in accordance with Interpretation Bulletin IT-504, 
project grants and/or travel allowances received in respect of 
artistic activity would generally be treated as income from 
business. 


In this case, all related expenses are deductible and where the 
expenses exceed the amount of the grant or allowance, they can 
be used to offset other income, including income from 
employment. 


SX 


In the case of an artist who is an employee, any related 
expenses in excess of a grant or allowance are recognized by the 
employment expense deduction. This recommendation is related to 
recommendation 3 to the extent that such expenses are not fully 
recognized and will be considered in that context. 


Standing Commitee Recommendation 


7. That serigraphs and limited edition prints should be exempt 
from federal sales tax. 


Government Response 


The government accepts this recommendation and will consult with 
the visual arts community to develop an appropriate definition 
of “original print". 


Standing Committee Recommendation 


8. That steps be taken by the government to examine the entire 
issue of the deductibility of charitable donations, 
including gifts to arts-oriented groups, with a view to 
increasing private donations and encouraging volunteerism. 


Government Response 


The government announced in the February 1986 budget speech its 
desire to encourage the sense of participation in the community 
that is demonstrated by Canadians in the voluntary sector. 


As part of the ongoing development of tax policy, the government 
has been reviewing a number of proposals aimed at increasing 
charitable giving and will be addressing this issue within the 
context of tax reform. This will afford the arts community the 
opportunity to review the government's proposals in the area of 
charitable giving. 
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